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INVESTIGATION OF THE NAVY’S PURCHASE OF WATER- 
DISTILLATION UNITS 


(P. O. 29-2311-23) 


This matter was referred to the subcommittee by an interested 
taxpayer and bidder who complained about irregularities in the 
proposal to let a contract for water-distillation units, for the use of the 
Navy. 

The actual procurement was, under Department of Defense direc- 
tives, handled through the Army engineers at Philadelphia, Pa., the 
designated agency for the Government in these negotiations. The 
specifications, quantities, delivery schedules and other matters were 
the responsibility of the Navy’s Bure au of Yards and Docks: The 
transaction bears the symbol 29-2311-23 for identification. 

The facts are as follows: 

In the fall of 1951, the Chief of Naval Operations compiled a list of 
requirements for water-distillation units to be incorporated, with 
companion equipment, in so-called “packages” to be delivered for the 
use of personnel in isolated areas. Those requirements were certified 
to the Navy’s Bureau of Yards and Docks for procurement. 

Water-distillation units are expensive items; and of a somewhat 
complic ‘ated mechanism. The original plan was to procure 81 units 
having a capacity of 200 gallons per hour and 150 having a capacity of 
83 gallons per hour. This invitation for bids was issued sometime in 
September 1951 by the Army engineer’s office at Philadelphia. 

The first quotations were returned in November 1951 and opened 
at that time. Three manufacturers indicated an interest in furnishing 
this equipment; and each submitted a quotation to the engineer’s 
office at Philadelphia. They were Refinjte Manufacturing Co., of 
Omaha, Nebr.; Cleaver-Brooks Manufacturing Co., of Milwaukee, 
Wis.; and Mechanical Equipment Co., abbreviated “Meco,” of New 
Orleans, La. In this report each company will be referred to by its 
short name. 

What neither Refinite nor Meco knew at the time each responded 
to this invitation was that Cleaver-Brooks was the only manufacturer 
who has a “pilot model” of the 200-gallon unit (of which 81 were to 
be purchased) approved by Navy tests. The delivery schedules called 
for by the Navy were suc +h that it would have been virtu: ally impossible 
to meet the delivery dates without this advance approval. But 
neither Refinite nor Meco knew that they were outclassed in this 
race; nor were they warned on that subject by anything in the invi- 
tation to quote. 

After the quotations were received at Philadelphia, the full story 
became errs to Meco and Refinite and this situation was protested 
to the Navy through the Philadelphia engineer’s office. As a result 
of these protests, presumably, the Navy’s Bureau of Yards and Docks 
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reexamined the “requirements” after consultation with the Chief of 
Naval Operations; and the Navy then decided to abandon the request 
for 81 of the 200-gallons-per-hour units and instead determined to pur- 
chase 288 units of the 83-gallons-per-hour capacity. The delivery 
dates on these, the Navy insisted to the subcommittee, were such 
that the award would have to be made to Cleaver-Brooks even 
though it was the highest bidder. The reason for selecting that com- 
‘pany, the Navy stated, was that it was the only one of the three with 
an approved model and who had actually manufactured this type 
apparatus. 

This placed the Cleaver-Brooks Co. in the enviable position of being 
able to dictate what the price would be because it was the only firm 
with the approved model that could meet the delivery dates. The 
subcommittee was advised that the Cleaver-Brooks’ representatives 
at the engineer’s office in Philadelphia inferred that unless the con- 
tracts were awarded immediately that they would call the Navy and 
would eventually be awarded the contract anyway because of their 
unique position of having the only model which had met the Navy’s 
tests. During this period, perhaps by coincidence, the Navy’s tests 
for suitability were “‘stepped up.”’ Word reached the unsuccessful 
manufacturers that even if they could produce a model quickly it in all 
probability would not meet the new and increased requirements and 
that only the Cleaver-Brooks equipment was up to these standards. 

The engineers recommended to the Navy that Meco be awarded 
the work because it had manufactured water-distillation units in the 
past and was therefore the qualified low bidder and_ responsible 
manufacturer. Furthermore, it had submitted a much lower quota- 
tion than Cleaver-Brooks. The Army felt that Refinite, a reputable 
manufacturer, had not had the required experience for the production 
of this particular type unit and that consequently it would have been 
impossible for that company to deliver on time. 

But the Cleaver-Brooks’ representative was clairvoyant—the 
Navy came back as he predicted it would and advised the Army engi- 
neers to award the contract to Cleaver-Brooks on the basis of present 
capacity, delivery dates, and approval of an existing model. Cleaver- 
Brooks was the highest bidder. At this point the bidding stood as 
follow Ss: 


Cleaver-Brooks: 288 units, at $8,12¢ $2, 339, 424. 00 
Meco: 288 units, at $7,156.19 2, 075, 294. 76 
tefinite: 288 units, at $6,987 2, 012, 256. 00 


The Navy based its recommendation that the award be made to 
Cleaver-Brooks on the following: 
It had perfected a model which had been tested. 
It could make deliveries within the time schedules, which 
called for delivery of one-half of the units before July 1, 1952. 
When this subcommittee protested against the Navy’s reeommenda- 
tions it drew the Navy’s attention to the rights of the low bidder 
and pointed out to the Bureau of Yards and Docks that to rely upon 
an alleged ability to meet delivery schedules was a rather flimsy 
premise on which to pay a premium of over $1,000 per unit or a total 
of nearly $200,000. The subcommittee also knew that at the same 
time that ability to deliver was being emphasized, Cleaver-Brooks 
was on the record of the subcommittee as delinquent in the perform- 
ance of other Government contracts. 
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The Navy’s solution at first was to “broaden the base’”’ by having 
more manufacturers in the field and to accomplish that it proposed 
to award 50 percent of the units to Cleaver-Brooks and 25 percent to 
each of the other two competitors. These latter two competitors 
were not to be required to make immediate delivery but were to be 
permitted to deliver within 1 year. 

But none of these proposals required a bond to assure performance 
nor was there any liquidated damages attached for a delay of per- 
formance. The subcommittee pointed out that if vital materials were 
to be ordered and if scheduling was an important element in the deter- 
mination in awarding these contracts certainly the requirements 
should have been fortified by these essential guaranties to the Govern- 
ment. 

When these matters were brought to the attention of the Navy, the 
Chief of the Bureau of Yards and Docks took immediate personal 
action with the very satisfactory results which are recounted herewith. 

The Navy directed that new proposals be called for; it reexamined 
its requirements and found that the demands of the defense effort 
and of the Chief of Naval Operations could be met by obtaining 
delivery of 144 units by July 1, 1952, with the balance to be delivered 
in 360 days from the date of the contract. 

New discussions and negotiations occurred at Philadelphia. The 
status of each manufacturer was redefined, and each was fully quali- 
fied as a potential manufacturer. Everyone was now bidding on the 
identical specifications and without any unseen advantage. 

The response to the invitation is interesting. 

With the added requirement of furnishing a surety bond, containing 
the nonperformance penalty of 25 percent of the face value of the 
contract and liquidated damages of one-tenth of 1 percent per day 
per unit, the bids received were as follows: 

Meco: 288 units at $7,401.34 per unit. 
Refinite: 288 units, at $7,059.68 per unit. 


Cleaver-Brooks: 114 units, at $6,685 per unit to be delivered within 180 
days; and, 172 units, at $6,385.85 per unit to be delivered within 360 days. 


CONCLUSIONS 


1. It is plain to see that the subcommittee’s prompt intervention 
and the personal attention given by the Chief of the Bureau of Yards 
and Docks resulted in a reduction in the bids from the original pro- 
posal of the Navy to award to Cleaver-Brooks at a unit price of 
$8,123 to an award to that same company at a unit price of $6,385.85 
and $6,685 at a savings to the Government of over $462,000. The 
award was properly made to the lowest bidder, Cleaver-Brooks. 

2. The Navy has done another thing which we consider good busi- 
ness. It has awarded a single unit to Refinite at its quoted price and 
another unit to Meco at its quoted price. The result of this will be 
to give two additional manufacturers an opportunity of performing 
in accordance with the specifications and of having a pilot model 
tested, so that it can no longer be said that there is only one qualified 
manufacturer in this field. Undoubtedly, this will result in greater 
savings to the Government for future needs as competition has done 
at this time. 

3. We are further advised that the Bureau of Yards and Docks has 
undertaken studies looking toward a program staffed and operated 
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in the Bureau which will permit manufacturers of specialized articles 
to perfect models; have them qualified for performance and tested 
before they are required to meet delivery schedules in a highly com- 
petitive price market. 

The subcommittee commends the Navy for undertaking a pro- 
gram of this sort and believes it will do much in a practical way to 
“broaden the base’? among competitors and introduce an element of 
healthy competition, with resulting savings to the Government. At 
the same time it will give an assurance to competitors that each has 
an equal opportunity to qualify for Government work. The results 
cannot be anything else but salutary and profitable to the Govern- 
me ‘ 

However, the situation recounted in this report points up again 
the ‘soundness of this subcommittee’s position, so freely reite ‘rated in 
its reports, that much of the confusion, contradiction, and many of 
the complaints about letting of Government contracts can be avoided 
by adequate preaward surveys of the potential of proposed manu- 
facturers. 

The sudden and startling drop in the price quoted here, however, 
by the successful bidder of $1,438 on each of the first 144 units and 
$1,737.85 on the second increment of 172 units to be furnished has 
warranted the Navy Department in requesting a reexamination by 
the Renegotiation Board of other contracts of this company. 

The vigilance of this subcommittee has returned to the Treasury 
$462,722. 80, or over 20 percent of the first proposed contract; and 
the delivery schedules will be met and guaranteed by a bond of 25 
percent of the total contract price. 


EF. Epwarp Hépert, Louisiana, Chairman. 
QO. C. Fisuer, Texas. 
EpwarpD DEGRAFFENRIED, Alabama. 
L. Gary CiLemMeNTE, New York. 
WituiamM J. Green, Jr., Pennsylvania. 
Crypre Doyus, California. 
Cuarues H. Euston, Ohio. 
Jack Z. ANprerRson, California. 
Wiuuram E. Hess, Ohio. 
W. StrerumnGe Coie, New York. 
PauL CuNNINGHAM, lowa. 
Approved: February 7, 1952 
Cart Vinson, Chairman. 
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